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Study of the ecu yield curve 
The February issue contained a description of the 
Commission ecu yield curve, the philosophy behind the 
project and its specific qualities. To recap, this third-
degree curve is obtained by regression and constitutes a 
continuous function which shows a yield for each 
maturity considered. 
This issue presents the figures obtained and provides an 
interpretation of them. 
1) Long-term perspective: 
September 1992 to the present 
from 
Between September 1992 and the beginning of January 
1994, there was a general downward trend in ecu yield 
rates, irrespective of the maturity. Since last January 
rates having been strongly rising. The upward curve is 
steeper than the downward one.. 
Looking in closer detail, it can be seen that between 
September 1992 and 11 October 1992, the structure of 
the rates was reversed, i.e. long-term yields were lower 
than short-term yields. The date of 12 October is a 
turning point The curve was virtually flat Attei thai date 
there was a "normal" structure, with long-term rates 
higher than the short-term rates. This pattern tended to 
become more marked over time. The curve became 
steeper and the gaps between the maturities grew 
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2) Short-term perspective: between the 
end of February 1994 and 13 May 1994 
Over this period the trend in long-term was up. with 
however, a drop from the beginning of May There were 
sometimes weekly variations in rates, amounting to 
+20/25 basis points, which corresponds to big price 
differences of around 200 basis points. These large 
fluctuations coincided each time with the Federal 
Reserve's decisions to raise its key interest rates. This 
had the effect of depressing the US bond market, which 
had repercussions on the European markets, including 
that of the ecu. 
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A graph of the bilateral fluctuations of the ERM currencies. 
Yearly and monthly issues of ecu bonds. 
EMCF rate, interest rates on ecu deposits and yields on ecu bonds. 
Last month's ecu bond issues. 
Consumer price indices in national currencies. 
Consumer price indices in ecus. 
Yearly, monthly and daily ecu exchange rates. 
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TABLE I 
BILATERAL FLUCTUATIONS OF THE ERM CURRENCIES 
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CENTRAL RATES AND INTERVENTION LIMIT RATES, IN FORCE SINCE 2 AUGUST 1993, FOR 

















































































































































































































































(1) These buying and selling rales­will not be operational. Reflecting a bilateral agreement between the German and the 
authorities, the following rates will continue to apply : selling rate Fl. 100 in Frankfurt: DM 90.7700; buying rate Fl. 100 
86.7800; selling rate DM 100 in Amsterdam: Fl,. 115.235; buying rate DM 100 in Amsterdam Fl. 110.1675. 



































































































































































































Recording based on the payment dale 
TABLE ! 
OPERATIONS RATES OF THE EMCF (CALCULATION MONTH, APPLICABLE THE FOLLOWING MONTH) AND 






















































































































































(") See explanatory notes 
TABLE IV 



















Credit Local de 
FRANCE 
100 93.185 51/4 5 7M 29/12/1999 6.90 Sociôlè Gonórale 
Morril Lynch 
LX Swap 
Lis t ing: LX = Luxembourg 
TABLE V 





















































































































114 9 116.0 


























































































































































































































































itiön around lho moa 
1.4 1.3 
1.0 0.9 





















































































































































































































































































































































































































































































5 4 4.3 
3.4 6.3 
9.6 -8.6 
6.5 4 4 























































































































































































































































































































































































































































































































































































































































































































Bilateral currency deviation (graph on page 3). 
The various curves should be compared in pairs. To find the 
differential between two currencies, subtract the (positive or 
negative) values along the y-axis corresponding to each 
currency. 
The graph is drawn with the curve of the strongest currency 
above that of the weakest. It shows therefore the relative 
position of each currency vis-à-vis the other currencies. 
When two curves intersect or merge over a period of time there 
is no differential between the two currencies and their market 
exchange rate equals their bilateral central rate. 
The graph is drawn within a horizontal band corresponding to the 
maximum 15% margin of fluctuation applying at any given 
moment to market exchange rates and the bilateral central rates 
of the ERM currencies. This band is divided symmetrically by a 
horizontal axis along which the points would be plotted if all 
currencies were at their bilateral central rate and there were 
therefore no fluctuations. 
The daily market exchange rates of all currencies are compared 
with the relevant bilateral central rates and the differentials 
between the two calculated. 
The maximum fluctuation between two currencies is shown 
within the band, symmetrical with the horizontal axis. The 
fluctuations of the other currencies in relation to either of the two 
currencies in question are shown within the maximum 
permissible fluctuation. 
The curves are drawn by linking the daily points showing the 
relative positions of each currency. 
Exchange rate grid (Table I). 
The intervention limit rates fixed in the official grid do not always 
correspond exactly to + or -15 % of the central rates, since for 
each currency pair (whose exchange rates are inversely 
proportional to one another) the lower limit of the one 
corresponds to the upper limit of the other. 
Ecu bond issues (Table II & IV). 
In table II, issues are recorded as at the payment date. This 
bulletin only covers international and foreign issues in ecus, 
including ecu issues offering the option of conversion into other 
currencies. Main source: International Financing Review 
Table II shows, under the headings: 
-Business sector and Governments: national issuers, both 
private and public. 
-Institutions: the European Investment Bank and the 
Commission of the European Communities (EEC, ECSC, 
Euratom). 
-Organizations: the specialist institutions of the United Nations, 
the World Bank, the Council of Europe, etc 
Table IV shows detailled information of the latest known issues, 
whatever the payment date. 
Interest rates and yields on ecu investments (Table III). 
The interest rates for 1, 3, 6, months and 1 year deposits are 
calculated on the basis of the London market rates LIBID as 
follows: 
- until October 1993 : (source: Financial Times, Friday rate). 
- from November 1993 : (source : Bank of England, British 
Banker's Association, daily rates). 
The bonds are classified according to three types of maturities: 
under 5 years, from 5 to 7 years and more than 7 years. The 
redemption yields of ecu bonds are calculated each Wednesday 
from a sample of fixed interest bonds, denominated in ecus and 
listed on the Luxembourg Stock Exchange. These yields are 
weighted by the amounts in circulation, (source: Luxembourg 
Stock Exchange). 
The monthly and yearly averages are the arithmetic means of 
these weekly interest rates and bond yields. 
Operations rates of the EMCF (Table III). 
The inleresl rale for iransaclions in EMCF (European Monetary 
Cooperation Fund) ecus, is the weighted average of the most 
representative rates on the domestic money market of the 
countries whose currencies make up the ecu basket. It is based 
on the weighting of the currencies in the ecu basket as derived 
from the ecu central rates in force. The rate thus calculated for a 
given month applies to EMCF transactions for the following 
month. In table 3, this rate relates to the month upon which the 
calculations are based and not to the (following) month during 
which it is used by the EMCF. 
Consumer price indices in national currency (Table V). 
The consumer price indices in the national currency of each 
country measure changes in the purchasing power of one unit of 
national currency spent in the country concerned. 
Two composite indices are calculated, covering all the Member 
States of the Community (EUR 12) and the nine Member States 
with currencies participating in the European Monetary System 
exchange rate mechanism (ERM). (Although the peseta has 
been participating in the exchange rate mechanism since 
19/06/89 and has boen included in the calculation of the ecu 
since 21/09/89, il is only taken into account in the indices 
relating to Iho ERM which are included in this bulletin for data 
after 30/09/89.) 
These indices are calculated as weighted arithmetic means 
(chain indices) of the national indices, the weighting for each 
Member State being its relative share in the final consumption of 
households of the group of countries in question (EUR 12, 
ERM), expressed in purchasing power standards, at current 
prices and purchasing power parities. 
At the foot of the table, the average weighted fluctuations around 
the mean and the minimum are given for the same groups of 
countries, with the same weightings. (These are calculated as 
weighted averages of the absolute fluctuations in relation to the 
mean and the minimum respectively). They show the degree to 
Consumer price indices in ecus (Table VI). 
For each country the index of consumer prices in ecus is 
calculated by dividing the national consumer price index by the 
average movement of the national currency in relation to the ecu 
during the month. It measures the change in the purchasing 
power of one ecu in the country concerned. 
Three composite indices are calculated, covering all the Member 
States of the Community (EUR 12 and ECU), the 9 Member 
States participating in the European Monetary System exchange 
rate mechanism (ERM). (Although the peseta has been 
participating in the exchange rate mechanism since 19/06/89 and 
has been included in the calculation of the ecu since 21/09/89, it 
is only taken into account in the indices relating to the ERM which 
are included in this bulletin for data after 30/09/89.) 
These three indices are calculated as weighted arithmetic means 
(chain-indices). The weightings are defined as follows: for the 
EUR 12 and ERM indices, the relative share of each Member 
State in the final consumption of households for the group of 
countries in question (EUR 12 or ERM), expressed in ecus at 
current prices and exchange rates (annual weighting). For the 
ECU index, the relative share of each Member State's currency in 
the calculation of the ecu (monthly weighting). 
Ecu exchange rates (Table VII). 
The exchange rates for the ecu against the national currencies of 
the Member States of the Community, the USD and yen are 
shown as annual averages, monthly averages (for the current 







DKR DM DRA* ESC FF HFL IRL LFR LIT* PTA 
From 21/09/89 the ecu basket has been made up as follows : 
0.1976 0.6242 1.44 1.393 1.332 0.2198 0.008552 0.13 151.8 6.885 
Ecu central rates from 14705/93 
7.43679 1.94964 264.513 192.854 6.53883 2.19672 0.808628 40.2123 1793.19 154.250 
Weights of currencies on 14/05/93, calculated on the basis of current central rates, expressed in % : 





does not participate in the exchange rate mechanism. 
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The shape of the curve changed, becoming a normal type 
of curve after starting out as an S shape in which the 5­
year rates were abnormally low and the 9­year rates 
abnormally high. 
The change in shape and the upward movement of the 
curve were accompanied by an increase in the 
differential: on 25 February the 10­year/3­year spread 
was 60 basis points. On 13 May the gap was 79 basis 
points. This trend is even more marked if one looks at 
the short­term part of the curve, which is always drawn 
downwards by the cuts in the key rates of the European 
central banks. While the 10­year rate rose by 80 basis 




Since 9 May rates have begun falling again At the same 
time, the l0­year/2­year gap has narrowed, ι e trie curve 
has flattened out There are several possible reasons toi 
this: operators consider the market to be over­sold and 
therefore cheap, particularly compared with the 
theoretical rates: the drop in European key rates has an 
effect on the long­term rates of the component currencies 
and hence on the long term rates for the ecu, and the 
prospect of US inflation appears to have been brought 
under control. The rise in US money market rates has 
also boosted the bond market in dollars and consequently 
other world markets. 
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